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The liquidity premium of bond market became a hot issue in recent years, but 
few researches focused on the relationship of bond liquidity premium and its 
remaining times, which was known as the term structure of liquidity premium. This 
paper extracted the liquidity premium from Chinese interbank bond market and bond 
exchange market, estimated its shape under different economic situations and 
investigated its influencing factors. 
The empirical analysis shows that the term structure of bond liquidity premium 
varies greatly over time, e.g. the short-term premium is negative while the value was 
positive in both medium-term and long-run. Besides, the min premium is -33 base 
points, and the max premium is 8.7 base points, The paper used Markov 
regime-switching model to investigate whether the term structure varies with different 
economic environments. The results showed that the premium in stress times is higher 
than in normal times, which were consistent with “flight-to-liquidity” phenomenon, 
i.e. less liquid bonds were less likely to be held in stress time and therefore the 
premium is higher comparing to the value of normal times. 
The paper also checked the influencing factors of bond liquidity term structure. 
Theoretically, the short-term liquidity shock would have positive impact on the 
short-term liquidity premium; the long-term liquidity shock would have negative 
impact on the long-term liquidity premium. The empirical result showed that 
short-term liquidity shock measured by stock market volatility has a significant 
positive impact on short-term premium, while long-term liquidity shock measured by 
PMI has a significant positive impact on medium-term premium. When separated in 
different environment, only long-term liquidity shock showed a significant negative 
impact on medium-term premium, which was constant with theoretical model and 
“flight-to-liquidity”. 
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